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INDEPENDENT AUDITOR’S REPORT

To the Commisioners
Town of St. Michaels, Maryland

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type activities,
and each major fund of the Commissioners of St. Michaels (the Town), as of and for the fiscal year ended June 30,
2013, and the related notes to the financial statements, which collectively comprise the Town’s basic financial
statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
accounting principles generally accepted in the United States of America; this includes the design, implementation,
and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are
free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards applicable
to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion.
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions,

Member
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOEMNTANTS ¢ PRIVATE COMPANIES PRACTICE SECTION
DELAWARE SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
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Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, and each major fund of the
Commissioners of St. Michaels, as of June 30, 2013 and the respective changes in financial position, and where
applicable, cash flows thereof and the respective budgetary comparison for the General Fund for the year then ended
in accordance with accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that management’s discussion and
analysis be presented to supplement the basic financial statements. Such information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board, who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required supplementary
information in accordance with auditing standards generally accepted in the United States of America, which
consisted of inquires of management about the methods of preparing the information and comparing the information
for consistency with management’s responses to our inquiries, the basic financial statements, and other knowledge
we obtained during our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the Commissioners of St. Michaels’ basic financial statements. The Analysis of Revenue and Expenditures/Expenses
— Budget and Actual - All Fund Types (Schedules A and B), and the Statement of Revenues, Expenses and Changes
in Fund Net Position-Budget and Actual - Proprietary Fund (Schedule C), are presented for purposes of additional
analysis and are not a required part of the basic financial statements.

The schedules referred to in the previous paragraph are the responsibility of management and were derived from and
relate directly to the underlying accounting and other records used to prepare the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the basic financial statements and
certain additional procedures including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, those schedules are fairly stated in all material respects in relation to the basic
financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated November 8, 2013, on our
consideration of the Commissioners of St. Michaels’ internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The
purpose of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on internal control over financial reporting
or on compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the Commissioners of St. Michaels’ internal control over financial reporting and
compliance.

Laml(’%ﬂ*m

Seaford, Delaware
November 8, 2013
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Commissioners of St. Michaels

Management’s Discussion and Analysis

June 30, 2013

This section of The Commissioners of St. Michaels’ annual financial report presents the discussion and analysis of the
Town’s financial performance during the fiscal year that ended on June 30, 2013. Please read it in conjunction with the
Town’s financial statements, which follow this section.

BASIC FINANCIAL STATEMENTS

This report provides both long-term and short-term information about the Town’s overall financial status. The fund
financial statements focus on the individual parts of the Town government, reporting the operations of the Town in more
detail than the government-wide statements. Both perspectives (government-wide and individual fund) allow the user to
address relevant questions, broaden the basis for comparison (year to year or government to government) and enhance the
Town’s accountability.

GOVERNMENT-WIDE FINANCIAL STATEMENTS

The government-wide financial statements report information about the Town as a whole. The statement of net position
includes all of the government’s assets and liabilities, reported using the full accrual basis of accounting. The statement of
activities accounts for all of the current year’s revenues and expenses, regardless of when cash is received or paid.

The two government-wide statements report the Town’s net position and how it has changed. Net position, the difference
between the Town’s assets, deferred outflows, liabilities and deferred inflows are one way to measure the financial health
of the Town. Over time, increases or decreases in the Town’s net position are an indicator of whether its financial health is
improving or deteriorating. To assess the overall health of the Town, one needs to consider other non-financial factors such
as changes in the Town’s property tax base and condition of the Town’s infrastructure.

The government-wide financial statements of the Town are divided into two categories:
Governmental Activities—Most of the Town’s basic services are included here, such as police and
other public safety services, parks and recreation, public works, planning and zoning, and general
administration. Property and state-shared taxes, charges for services, and state grants finance most of

these activities.

Business-type Activities—The Town’s water operations are reported here. Fees are charged to water
customers to help cover the costs of providing the services.

FUND FINANCIAL STATEMENTS

The fund financial statements provide more detailed information about the Town’s most significant funds. The focus is on
major funds rather than fund types.

The Town has two types of funds:

Governmental Fund - The General Fund is the Town’s only governmental fund, which focuses on (1)
how cash and other financial assets that can readily be converted to cash flow in and out and (2) the
balances left at year-end that are available for spending. Consequently, the governmental fund statements
provide a short-term view that helps determine whether there are more or fewer financial resources that
can be spent in the near future to finance the Town’s programs. Because this information does not
encompass the additional long-term focus of the government-wide statements, additional information is
provided on the governmental fund statements, or schedules immediately following the governmental
fund statements, that explain the relationship (or differences) between them.



Commissioners of St. Michaels

Management’s Discussion and Analysis

June 30, 2013

Proprietary Funds - Services for which the Town charges customers a fee are generally reported in
proprietary funds. These funds, like the government-wide statements, provide both long-term and short-
term financial information. The Town’s enterprise funds (one type of proprietary fund) are the same as its
business-type activities, but the fund financial statements provide more detail and additional information,

such as cash flows. The Town utilizes enterprise funds to account for its water operations.

FINANCIAL ANALYSIS OF THE TOWN AS A WHOLE

The Town’s combined net position increased by 2.02% from 2012 to 2013. (See table below) General fund net position
increased by 1.88%, while the business-type fund increased by 3.95%. The changes are primarily the result of the Town
being able to meet operational costs as well as to fund capital improvements with current revenues, prior year reserves and
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investment earnings, without incurring any substantial, new debt.

Commissioners of St. Michaels
Net Position
(in millions)

Governmental Business-Type Total Total
2012 2012 Percentage
2013 | (Restated) | 2013 2012 2013 (Restated) | Change

Current and Other Assets 12.73 12.63 0.2] 0.19 12.94 12.82 1%

Capital Assets 9.11 8.75 3.09 3.16 12.20 11.91 2.43%

Total Assets 21.84 21.38 3.30 3.35 25.14 24.73 1.66%

Long Term Debt - - 1.72 1.81 1.72 1.81 (4.97%)

Other Liabilities 0.21 0.15 - 0.02 0.21 0.17 23.53%

Total Liabilities 0.21 0.15 1.72 1.83 1.93 1.98 (2.53%)
Net Position

Capital Assets Net of Debt 9.11 8.75 1.37 1.35 10.48 10.10 3.76%

Restricted 10.30 10.33 0.06 0.03 10.36 10.36 0.00%

Unrestricted 2,22 2.15 0.15 0.14 237 2.29 3.49%

Total Net Position 21.63 21.23 1.58 1.52 23.21 22.75 2.02%

The Town’s total revenues (excluding transfers) decreased by 10.20% to $2.73 million (See table on next page). Revenue
from business-type activities changed very little from FY2012. General Governmental revenues decreased by 12.45% to
$2.18 million, which is attributable in part to a property tax rate reduction approved by the Commissioners.

The total cost of all programs and services decreased by 3.81%, to $2.27 million. Costs of business-type activities
decreased by 7.41%, to $0.50 million, which is attributed mainly to lower personnel expenses and material and supply
costs. The cost of governmental activities decreased by 2.75% to $1.77 million, which is attributed to reduced personnel
costs. The expenses in the table on the next page are shown net of fees, charges and grants.

-6-
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Commissioners of St. Michaels

Management’s Discussion and Analysis

June 30, 2013

Commissioners of St. Michaels
Change in Net Position
(in millions)

Governmental Business-Type Total Total
2012 2012 Percentage
2013 (Restated) 2013 2012 2013 (Restated) Change
Program Revenue
Charges for Services - - 0.55 0.55 0.55 0.55 -
General Revenue
Taxes 2.10 2.40 - - 2.10 240 (12.50%)
Investment Income 0.08 0.09 - - 0.08 0.09 (11.11%)
Total Revenue 2.18 2.49 0.55 0.55 2.73 3.04 (10.20%)

Program Expenses - Net

General 0.33 0.32 - - 0.33 0.32 3.13%
Police 0.78 0.80 - - 0.78 0.80 (2.5%)
Public Works 0.66 0.70 - - 0.66 0.70 (5.71%)
Water . - 0.50 0.54 0.50 0.54 (7.41%)
Total Expenses 1.77 1.82 0.50 0.54 227 2.36 (3.81%)
Change in Net Position 0.41 0.67 0.05 0.01 0.46 0.68 (32.35%)
Net Position Beginning 2122 20.56 1.53 1.51 22.75 22.07 3.08%
Net Position Ending 21.63 21.23 1.58 1.52 23.21 22.75 2.02%

GENERAL FUND BUDGETARY HIGHLIGHTS (For purposes of the MD&A presentation, the budgeted amounts refer to
general operational expenditures, and capital funds net of prior year funding).

The original budget was amended twice during the current fiscal year to realign revenue and expenses, specifically by
providing for additional building rent and income tax revenue along with additional general government expenditures.

Actual revenues of $2.94 million were over budgeted revenues by $.62 million. This favorable variance is primarily due to
unanticipated state shared revenue, grants and service charges.

Actual expenditures in the amount of $2.57 million came in $1.29 million under budgeted amounts. This favorable
variance is due to lower personnel costs and lower than expected expenditures on capital projects, mainly from Phase V of
the street repairs having been delayed due to a County sewer work funding shortage.

WATER FUND BUDGETARY HIGHLIGHTS

Actual revenue of $545,712 exceeded budgeted revenue by $4,717. Expenditures came in $26,363 under budgeted
amounts. Overall, the water fund had a favorable budget variance of $31,080.

s, B
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Commissioners of St. Michaels

Management’s Discussion and Analysis

June 30,2013

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

At June 30, 2013 the Town had $12.20 million invested in capital assets, including police equipment, parks and recreation
facilities, buildings, land, vehicles, and water system improvements. This amount represents a net increase (additions,
deductions, and depreciation) of $0.29 million, or 2.43% more than last year.

Commissioners of St. Michaels
Capital Assets Net of Depreciation
(in millions)

Governmental Business-Type Total
2013 | 2012 ( 2013 2012 2013 | 2012
Land and Improvements 2.03 | 2.04 - -] 2.03 2.04
Buildings 0.96 | 1.00 - -] 096 1.00
Equipment 0.10 | 0.12 - -{ 0.10 0.12
Improvements 570 | 5.45 - -] 5.70 545
Vehicles 0.19 | 0.03 - -] 0.19 0.03
Water - - 3.09 3.16 | 3.09 3.16
Construction in Progress 0.13 | 0.11 - -] 0.13 0.11
Total Capital Assets 9.11 | 8.75 3.09 3.16 | 12.20 11.91

Note 6 of the Notes to the Basic Financial Statements gives further details of the Town’s capital asset activity.

Debt

At year-end, the Town had $1.72 million in bonds and notes outstanding versus $1.81 million last year, a decrease of $0.09

million or 4.97% under last year.

Commissioners of St. Michaels

Debt
(in millions)

Governmental Business-Type Total

2013 |} 2012 | 2013 2012 2013 | 2012
USDA-Water Bonds - - 0.54 058 0.54 0.58
Maryland CDA-Water Tower - - 0.23 024 023 0.24
Maryland Department of Environment-Arsenic Removal - - 0.95 099 095 0.99
Total Debt - - 1.72 1.81| 172 181

Note 7 of the Notes to the Basic Financial Statements gives further details of the Town’s debt activity.

-8-
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Commissioners of St. Michaels

Management’s Discussion and Analysis

June 30,2013

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET AND RATES

The economic climate remains relatively unchanged from the latter half of 2008. Fixed costs associated with long-term
infrastructure projects cannot be reduced while the revenues from investments and taxes are projected to remain at the low
levels set in FY 2010. The State’s reduction to local governments in the Highway User revenues and Police Protection
grants also continues. These funding reductions continue to be exacerbated by an interest rate of less than one percent.
These losses required the Commissioners to take the following approach in balancing the budget for the Town. The
Commissioners have:

1. Reviewed and reduced expenditures not essential to the core operations of the town;
2. Reviewed and considered the services currently provided to citizens;

3. Reduced town debt in each of the past two fiscal years;

4. Considered utilizing funding from prior years’ reserves.

In an effort to reduce debt payments owed by the Town, the Commissioners amended the FY2011 budget by paying off the
balance of the 2006 Public Improvement Bond early. The Commissioners transferred the funds to pay off the debt from the
Electric Utility Proceeds, reducing the fund balance by $4,575,594. This debt retirement then allowed the Commissioners
to reduce the tax rate in FY2012 by $.06/$100, to $.58/$100, and by another $.06/$100, to $.52/$100 in FY2013, for a total
reduction of 12 cents per $100 of assessed value in this two year period.

This reduction in tax rate coupled with the State’s real property reassessment resulted in a decrease in annual property tax
revenue of $165,994 in FY2013, a decrease of $478,673 since FY2011. These reductions in revenue are offset by a
reduction in the debt payment required by the 2006 Public Improvement Bond, which was paid in full in 2011, the payoff
of the State Retirement unfunded actuarial liability in FY2012, and continued reductions in personnel costs in FY2013.

Also, since FY2012, both the Public Works and Administrative Departments are operating with one less employee, for a
total decrease since FY2010 of 2 people in each department. No reductions to the Town’s workforce occurred in the current
year,

The Commissioners also implemented a new refuse collection policy in FY2011 that includes curbside recycling and takes
refuse removal to one day a week. This policy has reduced the amount of refuse being hauled to the landfill by
approximately 50% and has freed up the three public works crew members one additional day per week.

Legal fees for FY2013 remained low, however with the revisions to the State mandated ethics law, as well as a few other
legal issues, it is anticipated that legal fees will increase slightly in FY2014.

It is important to note that the funds received from the sale of the Town’s electric distribution system may not be used to
offset any general shortfall of revenue. The purchase price paid by Choptank Electric Cooperative, Inc. for the Town’s
electric distribution system was $8.2 million, paid to the Town in 2006, and $400,000 to be paid annually for ten years with
zero stated interest. All net revenues from the sale of the system are restricted by the Town Charter, which states:

The funds (from the sale of the system) thus transferred to the Town's general fund shall be
segregated and such funds, together with all earnings thereon, shall be used solely for such
capital improvements by the Town as deemed appropriate by the Town Commissioners from
time-to-time.  (See Charter of the Town of St. Michaels, §C-62.1, emphasis and explanation
added.)

There are also several impending multi-year impacts to the Town’s finances related to the Water Department. The St.
Michaels well and distribution system serves not only the Town of St. Michaels, but also the unincorporated county
communities of Rio Vista and Bentley Hay. In the next decade, it is projected that the system may need:

e anew well to provide adequate future water service and backup of current water supplies;
e anew water storage tower;
» inspection and updating of the distribution lines; and

-9
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Commissioners of St. Michaels

Management’s Discussion and Analysis

June 30, 2013

* inspection and updating of the current water storage towers.

In addition to the above costs, problems continue with the maintenance of the arsenic removal plants. The corrective actions
needed to maintain the system since the expiration of the maintenance contract in 2012 necessitate a continued budget
increase in subsequent years. The town has applied for assistance from the Maryland Department of the Environment for
help in dealing with the difficult arsenic removal system issue. Funding promised in FY2011 was withdrawn by the State.
In FY2013, repairs were made to the Arsenic System totaling $36,920.

The necessary upgrades to the infrastructure of the Water System as well as the institution of an arsenic maintenance fund
in anticipation of the need for services beyond FY2013 will require an increase in water rates, proposed at 20% for
FY2014.

A Community Development Block Grant made by the Town in 1985 to Associated Investors, a Maryland general
partnership, came due to the Town in August of 2010. Associated Investors has sold the property to Osprey Development
Company, at which time the loan was paid off and re-loaned to the purchaser. The new purchaser has demolished the
building and is constructing 40 workforce housing units. As long as the property remains as such, the loan will not have to
be repaid.

Although progress is hampered by the loss of revenue, the Commissioners continue to pursue the revitalization of the
Commercial District. A broad scale revitalization effort began in 2001 with the designation of the area as a Designated
Neighborhood in the State of Maryland’s Neighborhood Business Development Program. As detailed in the Community
Legacy Plan of 2008, the renovation of Muskrat Park, the construction of the St. Michaels Nature Trail and the long-range
plans for the improvement of the Fremont Street Corridor all further the Commissioners’ efforts to revitalize the
commercial core of the Town and to enhance the quality of life for the Town’s residents and visitors alike. The multi-year
5.5 million-dollar street rehabilitation project is in Phase 5 of the five-phase plan to rehabilitate and reconstruct 23 of the
Town’s streets. The Town has gone through the application process to become a Sustainable Community with the Maryland
Office of Planning and expects to receive its certification in FY2014,

Capital projects completed by the Town in FY2013 include the construction of a public restroom, parking lot
improvements, the purchase of a new police vehicle and a new garbage truck.

Beginning in FY2013, the Town received a grant from Star Spangled 200 to host an event to mark the Bicentennial of the
Battle of St. Michaels during the War of 1812 on August 10, 2013. Funding for the event carried from FY2013 into
FY2014. The grant of $75,600 along with funding from the Electric Utility Fund and Prior Year Reserves, helped the
Town to move the utility lines underground in Muskrat Park, as well as install irrigation and sod in Muskrat Park, the main
venue for the Bicentennial activities.

Although the Town struggles with lower property values and state shared revenues, The Commissioners have successfully
reduced costs and lowered the property tax rate by $.12 between FY2011 and FY2013, with an additional $.07 reduction in
FY2014, for a total reduction of $.19 in the last three years.

The Commissioners adopted an official Fiscal Policy for the Town in FY2013. The policy sets out guidelines that provide
management tools and support the Town Charter in managing the finances of the town.

FINANCIAL CONTACT

The Town’s financial statements are designed to present users (citizens, taxpayers, customers, and creditors) with a general
overview of the Town’s finances and to demonstrate the Town’s accountability. If you have questions about the report or
need additional financial information, please contact the Town’s management at P.O. Box 206, St. Michaels, Maryland
21663-0206.

-10-
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COMMISSIONERS OF ST. MICHAELS

GOVERNMENT-WIDE STATEMENT OF NET POSITION

ASSETS

Cash

Accounts Receivable

Investments

Accounts Receivable - Parking Spaces

Note Receivable - Choptank Electric Cooperative, Inc.

Note Receivable - Block Grant
Capital Assets:

Land

Buildings

Equipment

Improvements

Vehicles

Accumulated Depreciation

Total Assets

LIABILITIES

Accounts Payable
Non-Current Liabilities:

Due within one year

Due in more than one year

Total Liabilities
NET POSITION

Invested in Capital Assets, Net of Related Debt
Restricted

Unrestricted - Restated

Total Net Position

JUNE 30, 2013

EXHIBIT A
Governmental Business-Type
Activities Activities Total
$ 177,123 $ - $ 177,123
223,413 154,118 377,531
10,351,503 58,610 10,410,113
150,800 - 150,800
1,451,958 - 1,451,958
375,130 - 375,130
2,090,532 - 2,090,532
1,286,733 - 1,286,733
440,817 948,051 1,388,868
6,541,882 3,171,472 9,713,354
500,355 78,206 578,561
(1,745,528) (1,106,994) (2,852,522)
21,844,718 3,303,463 25,148,181
214,621 5,234 219,855
- 97,676 97,676
- 1,622,826 1,622,826
214,621 1,725,736 1,940,357
9,114,791 1,370,233 10,485,024
10,301,459 58,610 10,360,069
2,213,847 148,884 2,362,731

$ 21,630,097

$ 1,577,727 $ 23,207,824

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE FINANCIAL STATEMENTS -12-
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COMMISSIONERS OF ST. MICHAELS
BALANCE SHEET

GOVERNMENTAL FUND
JUNE 30, 2013

ASSETS
Cash
Accounts Receivable
Investments
Total Assets
LIABILITIES AND FUND BALANCES
Liabilities:

Accounts Payable
Fund Balance:
Unassigned
Committed
Total Fund Balance

Total Liabilities and Fund Balance

Amounts Reported For Governmental Activities in The Statement of Net Position Are Different Because:
Total Fund Balance

Note Receivable-Block Grant is a long term asset

Note Receivable-Choptank Electric is a long term asset

Accounts Receivable-Parking Spaces is a long term asset

Capital assets, and related accumulated depreciation, used in governmental activities are not
financial resources and therefore are not reported in the governmental funds balance sheet.

Net Position of Governmental Activities

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE FINANCIAL STATEMENTS

EXHIBIT C

General
Fund

$ 177,123
223,413

10,351,503

810752039

S 2161

2,063,047

8,474,371
10,537,418

810752039

$10,537,418
375,130
1,451,958

150,800

9114751

_$21,630,097






